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CLASS AGENDA
DAY 1

2:00 - 8:15 PURPOSE
CLASS AGENDA

8:15 - 8:30- BACKGROUND

8:30 - 8:50 DEFINITIONS

2:50 - 9:00 BREAK

9:00 - 9:50 CRUDE OIL VALUATION
0:50- 10:00 BREAK -
10-00 - 11:00 CRUDE OIL VALUATION

11:00 - 12:30 LUNCH BREAK

12:30 - 1:20 AUDIT AFTROACII

1:20 - 1:30  BREAK

1:30 - 2:20 CONTRACT EXAMPLES#1 -3

2:20 - 2:30 BREAK

2:30 - 3:00 CONTRACTEXAMPLES#4-5
3:.00 - 3:20 CASESTUDY

3:20 - 3:30 BREAK

3:30 - 4:30 CASE STUDY

DAY 2

800 - %15 RECAP

815 - 8:50 GASVALUATION

8:50 - 9:00 BREAK

00 - 9:15 GAS VAILTJATION

9:15 - 9:50 (GAS VALUATION - EXAMPLES
0:50 - 10:00 BREAK

10:00 - 10:50 GAS VALUATION - EXAMPLES
10:50 - 11:00 BREAK

11:00 - 11:50 COAL VALUATION & EXAMPLES

11:50 - 12:00 CLASS CLOSURE AND EVALUATION
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AUDIT APPROACH
1 DETERMINE CORPORA'E STRUCTURE {ORG CHART)

2 PETERMINE ENTITIES WHERE THIRD PARTY (SALES OCCUR)

TR

3 REQUEST UNTVERSE OF CONTRACTS FOR EACH SALE TP
4 SELECT SAMPLE OF CONTRACTS TO AUDIT IN DETAL

s BRIEF SAMPLE CONTRACTS AND RVIEW FOR POSSIBLE FREMIUMS

o

IF PREMITLIM 1S INDICATED, REQUEST DOCUMENTATION TO SUPPORT
CALCULATION AND RECEIPT SAME (RUN ST ATEMENTS, INVOICES. WIRE
TRANSFERS. CASH RECFIPTS, GENERAL LEDGER ENTRIES, ETC.)

7 1INTERNAL REPORTS, PIPELINE OR TRANSPORTATION SYSTEMS

™M rTH I
T Y1 &

n

.
|

9. IBLA DECISIONS FOR ACCESS TO RECORDS

audappro

Tes
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CALIFDRW CRUDE PRICE AUDIT

e p———

POSSIBLE QUESTIDNNDA TA REQUEST ITEMS

FOR U.S. GOVERNIENT USE ONLY -
~ .. CONFIDENTIAL

wain

Describe the practices and procedures for vour company and 1ts affiiiates fo1 nexvuanny

ancemeve for the tale purchase.or ransporanon of crude oil.  For each company producmg

Nkl Ay R? BT

crude oil from federal l:ases describe the practices an procedures used for rovairy vaiuanon

and payment

Mo .-—La and flaw char the accounung for crude oil sales and production for cach

. LJ'C‘.‘N-IIUI- AR AW T e

production, marketing, transporiation and refining entiry in the State of Califormia.

_1f vou or an affiliate post crude oil prices n any ficlds in the State of Califorma:

a) Describe the methodology for establishing posted crude pnces:
i vielac of afficizls wha develop'and mive final approval for the posungs

Dl l‘lﬂ.lllc:p Il »

c) List the documents. indices. references. consultants of companies that vou use n

UFVI:IUPIIIE !-n-law. n ﬂ-

d) If there have been changes duning the audit period, describe the previous procedures

aund v ilcoiive dﬁ::{f-}

acocsiva molime nf uanr comnany far records relative to the production,

_Provide ihe TecoiG iSiention pooey v yo—

markering and refining of crude oil in the Sare of' Califorma.

_ Pruwdc‘ vour cnmpa.nv's procedures when negotiating contract terms for the sale, purchase, ctc.

D! CI'UEJ.B oll l“ 11;1- JI.H-I.E [T \-ﬂ:lfl-l’l Tl

1
e Aviiard s Ar ru-rmh-um ndeI.I.CL"- as pan ome

. Does vour company usc any IUIEIED plvauees =

exchange, rade. marketing arrangements, €ic. with Cahfornm pruduccd crude.

. Docs vour company (or affiliates) made oil or futures contracts in the NYNEX or Posted

Price - markets? in vour opimon, how do¢s e P susaricet relate 10 market value? Listall

such mansacuons dunng the audit penod.

£ Explain why compering companies’ posted prices have histoncally moved in tandem.
9. What price do vou report for rovalty purposcs when vou refine vour own production?

10. Do vou gver receive/pay. premiums over posting for o1l vou s:ll!purchasc" When this occurs,

do vou reflect such premiums in your Federai rovaiiy pavimenis”

11. How do vou valug crude oil rovaltues paid 10 non-Federal rovaliv vwnes? Do you pay non

federal rovalry owners based on posted pnees pius prermiums? If so, why? I[fnot. why not?

AR~



¢ amy of ite affiliates usc foreren produced crude oil or ¢crude products as

iZ. UDCS \UUJ LUIupmu Granv o allllls
pan of any exchanege, (rade. markenng arrangements. cic. with California produced crude or

crude products.

13. Docs vour company genmm any periodic documents oY internai reports that reflect the
o crude il for anv prpcline SYSIEMS 1t owns or operates?

mﬂl'lﬂl.h jgat=riied mu UIEIW;IHUII L R e
If yes. name them giving name. report numbers. frtqucncy and report detail.

14 Provtde a Universe {iisi) o1 €alii ,,..::‘.‘-.:-.::‘ cale huvreell and or exchange conmact involving

you or any affiliated company or parmer for the acqu:smnn ordisposition of crude oil or

condensate produced in the Staic of Frzlifornia during the audit period

15. Provide general ledger accouni detail (pavables, reeeivables, cic), mvotces._ allocation

statements, pipeline stawements, balmcmg statements, and any lmcmallv generated reports
applicable 10 the purchase, saie, Duwscu and or exchange mansacnons undEr the conmacts
in (14) above.

16. For cach affiliated company or partner nvoived in transacuons idenufied in ( 15) above,

. |

provide a copy ot the Chart of Accouns for the audit peniod.

17. For each company with contracis idemcificd i { 14} above, provids = compy © of the Finanarcml

Statements for the zudit period.

f

8. Provide fieid maps and achematics for the ficids in {a ali
cunuaqu identified 1in (14) above.

19. Provide posted pncc bulletins applicable 10 all transactions under the contracts idenrified
above.

audguest
res, {1

,GOVt“N““‘-"‘ - |
FOR U nanmENT\P-\-
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AUDDIT PROGARAM
TEXACQ, INC.
CALIFORNIA PRICING

1989 AND 1993

DEPARTHENT OF INIZRIOR
MINERALS MANAGEMENT SERVICE

ROYALITY MANAGEMENT PROGRAM

"HOUSTON COMPLIANCE DiVISION

HOUSTON, TZXAS

FOR US. GOVERMMENT

USE ONLY
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AUDIT PROGRAM
cALIFfORNIA CRUDE OIL PRICING

Intraduction

aidide mf pmensm @il ana

The Minerals Managemant Sarvice will conduci &R &udiat &2 S=eesS
condensace produced by Taxaco Ine. 2ZZom leases located in tae State of
c2lifarnis.  Tevaro Inc., an incmgrated refiner, produces, sellE ©r Frocesses
crude oil from 52 {fifty-two) owned lsases in AT least 17 (sEvenoEsh) fizld=
in the statm. It is antigipaced chat Texaco Inc. also purchases £z resale OT
refinecry fesdatsck crude oil from non=gwned leasss in the state.

The objective of this audit is to determine whather Texaco lne. routinely pays

or receives prices Or pramiums iL &XT=SS of posrad prices 0T crude a1l

produced and sold by Texace Iac., or crude oil purchased or exchanged f=cm
ather non=affiliated producers in the STtate of california. ~The augdiz will
----- £ czlifornis dvr-rg

cover crude oil and condensate producsiih in the Staww &i
1985 and 1993.

The integrated company will be regarZed as ane antity feor Tone puryoses el
determiping grouss proceeds. Intra czzporate transfecs will =e coans:derec 0N
arm's-iengeh salws. Salas fram an s2filiare to a third party will Te treaced
ag thne first arm's-length sale.

A detailed audit oOf TTANBPOILATICD cu&ts is net conmidarad within zhe sccpe of
this sudit. However such audit pracecures as ATE NecRasacy 0 AmEUreE
distinctrion berween product value/price and transportacion w:ll be performad.

Because the State of Califernia, under contract to the MMS, nas cvoncucted
axtopeive audite of oraduction and =ovalty payments for Callifornia leases,

A btk T o wrm -
o

this audit wil! not include any prezuczion verification praceaures and Wil
strive to minimize any duplicacisn =2 audit procedures f-om mrevicus Qr cTaer
on-going audiis by Callfsonia puzisors :

TN 1 i At iy o i ..\:‘;
enD 1y s, LOVEREY ﬁ_:‘n St ON

‘,
T CWFIDENTIAL



Background Information

a. Identify all Texaco entities (cwned or operated) preoducing,
marketing, or refining crude oil or condensate in the scare of

california during 1989 and 1583,

. rdancifyv all Taxmes owned or crerated crude oll transpersation

s Aammrrwaw a4

systems in the State of Califernia. i
c. Fur asch Tasss=s Ing, =ncirvy idearifiaed in a above, obtain a e=zFy ==

the Chart of Accounts, detiiled Accounts Payable and Receivanle

lLadcers, detailed Other Inccos Accounts, Suspans& ACSOUNES, C©I ALY

AEEOURt THAT has che potencial fer addizisnal revemiss.

d. Detsrmine or identify the meth=d(s) of daelivering cruds cil 7o waecn
Texaco refinery.

= Ter marn Téxaro Ine. lease 1o tie Stats of California enzain =he QL1

sales contract or other seallini agresment Jor disposicion co =oe
=ude 0il preduction.

ra
.

Tcr @Achk non Texaco Iac, leise i the State of Califorrnia =hec& &0V
~axaco affiliate purchases tne crude oil preducsiorn, ebrain —he ool
Fursnase CORTTACT OT CThWEr pwi--ASihg agrcs=salt. {Thiz mav Lm=ivsem
purchases Dy, s Texaco markeionz affiliace’ er purchases cZ f‘esasizi:
ov a Taxaco refinery.)

g. Tor each lease igdentified xZowve, obtain a plat map or otherwise
igentify ocamll locsrisna, gat=e-:ng/transportacion facilities.

pipelines and connections, a=2 cr ocher fasilities relateq o
procucticn and sales of cxude =]l or condenshte.

n. Obtain applicable postad pri=t Sulletins for each maenth of 1587 zad
1993, (Note, if posted prices are posted by different purcnisercs
scnedule and compare for sizm.iicant difierences.)

1.S. 3OVERNMENT USE ONLY
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2. Detajilad Audit Procedures

a.

v¢ c-ude oil or condensate produced frcm caxaco ownad leases is sold,
axenanged, or otherWwise cransfe-red for valus =D a third party =y toe

producing ERTiLY:

i1y obrain and revisw giAles CONLIACTS, sxchange or buy-sell
agraements and other coc-ments svidencing The COLTIREL &F
axchangs valus of grude oil preduction. {Notm that buy/sell cr
=»chanae praduction will generally be valumd using the market

valus of the production received. I balancing ACCOUnNTS aAre
used, production will generally be valued using first-in

firsi-out invenTspy procedures.)
(2) rrom the information cbtalined in (1) above COmpuUtE The
contractual wnit value of thi prenuc=ilen OE% of Cran@nOrTITIIN,

gathering, tax reimbursenents or othes adjustmenes .

(H Xpeview general ladger accaunts, detalled accouncs receivaiuis
and othar inceme acc=unts to identily all booked proceascs
—imum=nlm +m rhae sals or exchanse of productieon ard

-
B b b o b Yl b S e W

cdererm:ne the unis value.

(%) Paconc.ie any Ciffwrences DaTwesn monlkad valus (3) and Ioe
=enr=ac= valum calculated in (2) above. Compare rexsulTans
~arms~-iength® value wizh tThe posted price. (Note, if
sign:fizant gQuantities are 501d == OT mxchangeds with & thirs
parzy, this "arms-lengzh” valus may Tepresent MACxet value -oo
*ovalty purcoSes.) '

Note, & producer with a marketing af=iljatre’ will not generallwv
excoanye SroductiSn.  HarkeTing affiliares! came into existence .o

-ne E0°5 and may not have Saer 17 existence for some of The acil:t
SErLCES.

~=;=p il Ccr conéensate Tooot

: Zucad frem Texacs owned leases s #all
cr c=-mrwiae -ransferred tc an &Ef

iliate far subpseguent resale (.=,

2 masseTing affiliace’):

) smrain And review sales contracts evidencing the contracT valo
=7 srude col FrodusToSS. - ‘

i 2 cmpuce the c=atsactual unit value of the preduction net ==
TransporTaticrn, gathe-ony, tax reimourgements or otner
AdJUsStENentET.

- anavx' ledas+= zccounts. detailad accouncs receivitie
nd o=her income accsunsf To identify all booked proceecs

|-
f
1y

a===ipurable to the sale and detesmine the unit value.

(=} Asconeile any differences betwesn rooked value (3) and t=s
-rprracs valze caleciates i (1) sbove., Compare resulcant vallie
wieh TRa posTed Price anc with the arm’ 3=imagth valus
geterm-ned L5 a. Abcve.

Tne mArketong aifilizce

SEE

w1y L

nue COVERMILENT LSE ONLY
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(6) Compute the ¢ontractual unit valus of the producticn net ol
transporsation, gathering. cax reimbursements or cILes

adjustments-.

(7N Review genaral imdger actouncs, dstailsd agoounte navah
other liability accounts to identify all booked coOSTS
attributaple to the purchase and determine the unit value.

() Compars the razultant unit valus of purchases from cther
arodussrs with the unit value of purchases from the afZll arted

producer and note any differences.
i9) cbiain snd Ssvisw =alms contrarcre. exchange or buy-sell
agresmancs and ocher doCuments evidencing —he contiracs or
axchange value ©f crude oil production. (Note that -Suy/sell co-
exchange production will gen&rally ke valuso Uzing ThE magkat
value of the production received. I balancing acczuncs Are
used. production will generally be viluad using ZizsTt-in
first-out invencery prooedures.)

g affiljace. @O to C. balow,

(10) Saegregate =h¢ TTANSACIIONE iaTo:

ta) Sales cf produsTien purchased Ir=m the affiliazez
producer; and
{b) Sales of production purchased Jzom other prod=cers.

(11} Review gensral ledger accounts, detalled accournts seceirvaoie
and orher ircome accounts to idencify all booked gzcoceacs
artrimurakle o rhe sale or exchange o production and

e et Tl Y

determine the unit value of sach type.

{1z} Compare the —wauliain i
determined in b, 1. above.

- e b owam wE
i aluss with ¢

21
rt
o

[ — Y i m

-2 srude gi! cr condensate produced from Texaco owned lEAEES LS ==l
or o-herwise transferred tc an affiliace for crocessing (Z.&2., &
refiner):

iz} Seg-egate TR TTAnEACLIONE LATO; ‘ -
(a) Sales cf production purchased Ifom the affiliatec

a

producer; and
{B) saleyr =f rroduczicn purchased Irem eother produCerE.

(21 Review cenecal ledger ACcOUnts, Cetalled ACCOuUnts TECcELvVALLw
and other ncome accouncte o identify -all booked proceecs
atE- hurakla +n rhe sale or exchance =f crodugccion and

decarmine ==e unit value of each ctype.

i3 Compare the rsést zlus
dacermingd in b. 3, anc 7. aAbove.

= ik elhm

e mm Lummow W
AT SNa= = T aw e =NLT YR_UR

At the ref:minc az: 'liAte:

{3) Review curchase CORTTACLS evidencing the CINTTACT T
crude oil Tr=duction furshases from cther procucer$.

FOR U.S. GOVERNMENT USE ONLY
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{5) Compute the ceptyactual unit value of the Frodugiicon net of
TransparctATiOn, CAthering, SaX reimbursements or &ohes

adjyustments’,
Y A v igw giﬁar=1 ledgasr smmnnmre  Asrailed acrcounra pnynhle and
other liability acccunts to identify all booked costs
Attriburaple t3 the sale and detsrmins the unit value.

(1) Compare tha resultant unit valuse of purchases from other
producess with tSe unit value of purchases frem the
producing/marketing affilisce’ and note any AQlIZerences.

Pl sudis Asesasadsress
Wiy AN A AN W Fa e e ————

These procadures are not —eant to be &n all-inclusive list of audit
pceps, DUt ix a basic list = pIucaEdurss TS o= parfgrmad, unles=s :n cthe
professional judgment cf the audizor the procedures are desmed
Unnecessary. The auditcr may davelep addircional audit steps Ior any

uncommon Circumstances enccuntered.

Summarirze results and poecare audit repors.

Hot a markening affilliace as defined in 30 CFR § 206.101, kuc rl:hi:.l

Texaco Arfiliare that mars®p-s -@XacyU and/oFf GLLGELFS prodWcTlsin-
Ixaminaticn of allowances (e.g., gathering and sranspertacisn) will Ce
czordinated with the State -7 California and MMS Valuatisn Szanfarss

Jivision (VSD) £s sssure -onzisteney with markets and/er induscry
TITACT SR
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GAS SALESTO
AFFILIATES



PURPOSE:

To provide you with information
and procedures used in determining
the royalty value of gas sales frorn
Federal and Indian leases, with
special emphasis on gas sales to
affiliates. '



'DEFINITION

» MARKETING AFFILIATE - An affiliate of
the lessee whose function is to acquire only
the lessee’s production and to market that
production.



DEFINITIONS

» AFFILIATE - Corporations/organizations
which are related either as (1) parent and
subsidiary, or as (2) subsidiaries of the same
parent organization. IFor gas sales, an
affiliate is one who acquires production
from the lessees (affiliate) and sells the
procluction to an non-affiliated third party.



DEFINITIONS

» GROSS PROCEEDS - The value of
production for royalty purposes shall never
be less than the gross 'proceeds accruing to
the lessee from the sale thereof. The sale
price received by an affiliate of the lessee 1n
the first arm’s-length transaction 1s properly
considered in determining the value of
produced gas under the gross proceeds rule.
(Source from IBLA 92-501, Xeno Inc.,
decided NOVPl’Ile‘r 14, l9'95 )



DEFINITIONS

» SALE - A contract between two persons
(parties) where:
- the seller unconditionally transfers title to
the gas to the buyer.
- the buyer pays money or other
consideration for the gas.

- the parties’ intent is for a sale to occur.



DEFINITIONS

« ARM’S LENGTH - Contract arrived at in the
market place between independent, non affiliated
persons with opposing economic nterests.

- - Ownership > 50% CONTROL
- Ownership = 10% - 50% ASSUME CONTROL
- Ownership < 10% ASSUME NONCONTROL



GAS VALUATION
AUDIT APPROACH

EXAMPLES



GAS VALUATION
» MMS POLICY PAPER 11/26/96

. XENO INC, IBLA 92-501, 11/14/95
GROSS PROCEEDS

« MMS DEC ISION 93-0236 6/7/96
FINA OIL AND CHEMICAL CO |
GROSS PROCEEDS OF THE AFFILIATES



GAS VALUATION
- CONTINUED

» 132 IBLA 354

SHELL

GROSS PROCEEDS AND AFFILIATEDS
« TENTH CIRCUIT COURT OF APPEALS

NO. 95-1221 4/10/96

SANTA FE ENERGY PRODUCTS

RECORDS OF THE AFFILIATES



GAS VALUATION
CONTINUED

.127 IBLA 265
SANTA FE  AFFILIATE SALES



GAS VALUATION |

» Gross proceeds extended beyond lessee to
include affiliates

» Royalty value of natural gas sold under an
arm’s-length contract is the lessee’s gross
proceeds. |

» Royalty value of natural gas not sold under
an arm’s-length contract is determined
under the first applicable benchmark.



AUDIT APPROACH

» DETERMINE IF AFFILIATE FROM
ORGANIZATION CHARTS
INDUSTRY JOURNALS

« DETERMINE IF MARKETING
AFFILIATE

* DETERMINE IF JOINT VENTURE




AUDIT APPROACH (CONT)

« OBTAIN INVOICES AND CONTRACTS
FOR LESSEES NON -ARM’S LENGTH
SALE. PURCHASER STATEMENTS
FOR AFFILIATES ARM’S LENGTH
SALE |

 DETERMINE IF DIFFERENCE
BETWEEN LESSEE’S NON-ARM’S AND
AFFILIATE’S ARM™S LENGTH PRICE

« DETERMINE ROYALTY VAILUE ON
NON-ARM’S LENGTH OR ARM’S
LENGTH PRICE |




30 CFR 206.152(e)(3) requires lessee’s to notify MMS when they determine unprocessed
gas valuc based on benghmarke 2 or 3 of 30 CFR 206 152(c).

Determine COIpoiaie Strucire i

Obtain purchaser statements and contracts tor the affiijate’s arm's iengin saic v

ing gas.
Determine if there is a difference between lessee’s NAL price and affiiiate’s A/L price

Determine whether lessee’s royalty-value is based on NAL price or A/L price

If benchmark values are needed:
- determine field where sample lease is located
. identify producers in that field or area
- ahtain contracts other producers had in effect for sample months
- evaluate contracts to determine whether they are A/L or NAL
- compare lessee’s NAL price with A/L pnces of other producers
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Mobll Exploration & Producing U.S. Inc. 2 s
’ RtLtIVtU
EXPREBS & CERTIFIED MATY: April 23, 1991 o sossam A5
RETURN RECEIPT RFEOUEETED —_ DALLAS TLEAS Pmaeet
l‘f;;,".',‘ﬂ": _‘-.,;\
My. Jarry D. Hill o AN
Agsociate Director for ioy . "_\‘
- Royalty Management Y ooa %‘a -
Minerals Management Service \|, .05 -
P.0O. Box 25165, Mail Stop 3J000 M (- u/
Neanver Cralnradn AN22s }Q. é;
Gas SaleauTo Atfii:ate/Nntlce
- ﬂf ‘Ta\nn n- WA A e

Cear Jerry:

MMS regulations require that lessses notify you in instances where
they employ certain royalty benchmarks for valulnq hatural qas

- e, P ‘lﬂ m e T
Hv“r’ullﬁ=ﬂ! Y ok b x v ‘UH-LJ“:’ ‘J"

206.153(e) (3). This letter constitutes notice under those regu-
lations that effective with February, 1991 production, Mebil pro=
ducing affiliates will be employing one of theose permissible
benchmarks for certain sales of gas produced from Texas and Loui=-
Fliana QLisAorIe leayas 1n nie GULI OI Mexico anada S0ldad T©To an arrail-—
iated company.

--‘.—- Illl-i-l- ’l‘ill '.I‘ &4 l|l-i-ilu-|
=1 - e e e ol bl b R

You may be aware that Mobil’s producing affiliartes, including Mabil

0il cCorporation, Mobil Exploraticn and Producing North America
Tnc.. Mnhil o011 Frn!nrzr'!nn £ bv-nr-lnr-'-nr-r Soutrheaact Tne and Mahil

Producing Texas & New Mexico, in their own names or on their behaif
by others, sall signi!icant_quantities of natural gas to Mobil
Natural Gas Inc. ("MNGIT). MNGI pools this gas with other gas that
it purchases from third parties for marketing to gas consumers
throughout the United gtatas,  MME regulaticons prevides that the
producing affiliates' cale=: ta MNGI must be valuad for federal
royalty purposes according to a prioritized benchmark system. One
of the permitted bhenchmarks, sometimes referred to as "Renchmark
2," includes "raliable public sources of price and market infer-

- - [T Y Ll " m N oy A A B my s - ok =
I-IllﬂhJ.\Jll- =W wmadh vy LUDs LdL W) (£ J.-l-l\\.r}“’a

gver the last several years publicatieons have emerged._that reflect
Lhe CULIEnt MarKel vajue of gas purchased and sold in the diyect
sales market. These "market indicators" have matured to the extent
that today they enioy wide industry acceptance and renressent fair
and reliable sources of price information. After conducting an
extensive search of available third-party market indicators, we
believe TNAT L0Sids FEBC ("ID™), published biweekly by MaGraw Hill,
presently 1s among the bes=t nmarket indicators and constitutes a
raliabhia .l'lil'h]ir" ennrma Af Arice and marketr infarmacion within tha
meaning of Benchmark 2. Effective with February, 1991 production,
the Mobil lessees will use IF prices to value gas sales to MNGI.
Below is a brief daescripticon of how Mobil will calculate these
values.

¥
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Mobil will use the IF publicatimn that reflects "bid veak" trane-
actinons for a given month. "Bid waak" iz the waek before a given
production month and is when most direct sales transactions are
consummated I[or tThat parcicular month. Therefora, wa fesl IF
prices reflecting "bid week" transactions best represent market
valua for gas sold in the respectiva areas for that month. IF alsn
reports "lowest," "highest," and "mode™ prices for given geographic
areas. Mobil will use the IF "mode” price, since this represaents
the most {requently quoted price in a given area. IF additiocnally

captures price information for ga< sales on an "into-the- pipel;na"
hamie. Thig pasne thar TF nricas raflocr diract galas ersneactin

as they occur at spnclric points on major interstate p:pelina
syetems. Whare gas from a particular supply area can go through
a variety of IF points, the respective IF values will be averagad
in calculating the prices that MNGI will pay to its producing af-

{14 xtaoa for mag ‘H“Fl‘hncnr‘ ;!1_ that srams Elﬂ_:e ha T'E‘ pwqﬂnng

points are located a distance from Mobil's leasas, the LE prices
will be adjusted by a transporcatisn factor to argive at an IF~-
equivalent price for the points where MNGI purchases the gas.

We anticipate reporting the prices paid by MNGI in the follpwing
zanner. The calculated IF valuas will ba reported on line 1 of
Mobil's MMS 2014 Form. The transportation adjustment will be re-

martead sonmvaraleg Aam o dhe WWE 2Rt TAaem Dmurm Tdrxr 1r317 lmm mumid ~am
J A m=— o Y A LY -y Sgritar ) - kY g y-ag-H-ay ANl F Sk ke b [ S-S iy kil WA

the calculated IT value, less the transportation adjustment.

A e Fh-ﬁ ‘hh- -l e Vel e 1 - -l - = -l
AY Tl S Sk et ¥ R mnuauuuaug: l.u.nalnuud., uu.a.] HFF‘-&‘# e mmand

that Mobil-affiliated companies make, in thair own names or on
their bahalf by others, to MNGI from Texas and Louisiana offshore
areas in tha Gulf of Mexica.

Wa believe the above methodology is consistent with Benchmark 2 of
the MMS requiations governing sales of gas among affiliated enti-
tias, and will ba the most effective mathod for ensuring that

-h\-f]'“lh-l-ﬁﬂ t-ﬂld-d l-\-l Hl‘ .I.ﬂuﬂl.ﬂ.ﬁ WYL IAGDL .I.\.H. ﬂuh-ll ilﬁ1== arcs bﬂﬂ-d
on current nparket values in the respective fields and areas of

production. Use of this methodology will also avoid the diffi-
culties. and uncertainties associated with obtaining sufficient
information to fully emplny "benchmark 1," which mny call for the

Yoo i i nr_ = -l A= T

vq.l.,uﬂ\.d.\-lll UL I'IUHJ.J. ".i hﬂJ.EH T-Cl Ju I IE R LU DE Ddﬂl:u UH =R a L AL LT
sales" of Mobil's competitors in the fie)ld or area. Mobil, of
course, will continue to avaluate pricing options in tha future to
ensure that royalty attributable to transactionz with MNGI is based
on market value for comparable sales in the particular field or

arLea.

Thank you for your courtasies in this matrer,

Very truly yours,

-4 A ) T
I S N

R. R. Bates
Manager, Royalty compllance
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INTEGRATED Ot, COMPANIES

FINA, INC.
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Example #] - Affiliate resells gas at the wellhead under an arm's length contract for a higher
price than the non-arm’s length price paid 10 the producer (lessee).

Facts. 1) Producer (lessee) = Fina Qil and Chemical Companv (FOCC)
2) Affiliate = Fina Natural Gas Company (FNGC)
3} Arm's length Purchaser = Narthemn Natural Gas (NNG)

4) Lease = Federal Lease #054-002391-0 (High Island Block 571)
5) Sample month = November 1990

Price Identification and Comparison:

1) Non-arm's Length Price

FOCLC nroduced 441 487 MMRh from HT Rlark 471 in Navamhbar 1000 and enid it ta
FNGC for $1.79/MMB1u. The following source documents identify the non-arm’s length

prir.e

a. Non-arm's length contract dated QOctober 1, 1990

h Nnunmhnr nnn..nrrn E lﬂlﬂﬁ'h ﬁl‘ll"- I [ "ﬁr :nr"t" Lol aa Y o ¥ :lll"
- WL

c.

e ARaFh AWAE R T N PI UFUI L3 AT ]

Sales Voucher between FOCC/FNGC for November 1990 production

M Arn'e ] avash Deana
Frw s TRRE R T TS L

QS (2iyst M) .
(VRO egarerm et ) OF i [.i. Biock 571 producuon 10 NNG in
$2.00/MMBwu. The followmg source documents idenufy the arm s

Qr
ICREV PTG, 34ics Fu.‘.liui, yia |iii:y', and puichascs.

& Afin'$ iEngin coniraci beiween FINGC and NNG = 32.00/MMBu
b. NNG purchaser statement shows mcf prices. Conversion follows:

Lease Weiis. 32.2Z4/mel  1.11Z B = 32.00/vivibtu
Unit Wells: $2.266/mcf  1.133 Bru = $2.00/MMBtu
4) Gross Procecds vs Benchmarks

The affiliates gross procesds (32.00/MMBtu) are equivalent to arm's length prices of
other produccers operaung in the H.1. Block 571 Field. The major portion analysis
idenufies the prices for other producers operating in the Field (see attachment) The
lowest arm’s iength price for gas produced from the Field in November 1990 was

$1 94/MMBuu
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. Koyaity Is dased on the gross proceeds received by the affiiiate (FNGC) under its arm’s
length contract with NNG. Since the affiliate resold the gas at the wellhead, thereby
incurring no transportation costs, allowances are not considered in determining value.

. FOCLC paid royaities based on the non-arm’s length price of $1.7%/MMBtu. Therefore,
FOCC underpaid royalties on the gas sold to NNG by $.21/MMBtu.

. The companson of the affiliates gross proceeds with other producers prices shows that
FNGC's gross proceeds are equivalent to arm’s length prices, and therefore acceptable for

royalty purposes.
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allocated interest in such unitized production insofar as

such _nterest 1s attributable to the properties subject

heretz.

AMRTICLE 1V

NETTUTTIV DATLT IO
HOL 5 PRS0 L8 0 B o e

4.1 The Celivery Point(s) shall be those specified in Appendix

I'I'All .

5.1 The price for all gas that is sold and delivered to Seller
hereunder shall be determined each month for each Supply Package
trom whicn gas 15 produced and sold hereunder in accordance with

i maw FImvomme- b T T 1T mmm M oo 1 - . - . LI
ALRL L MLOULUR Dl WL FAaLdYLdpil DL b4 DELUW.

$.1.1 If Buyer is purchasing gas that is substantially the
same quality and quantity and produced in the same Field (or, it
necessary to .identify comparable purchases by Buyer, in nearby
Fields) as the gas sold hereunder from a Third Party(ies) under
terms and conditions comparable to those provided herein, then
the price paid by Ouyer to Seller hereunder will be equal to the
average of tﬁe prices then being paid by Duyer for such gas. In
detarmining comparable terms and condiilons, due cénsideration

will be ':ILVEH ro all facrtore reasonahly  ralavant

.
ime Al m
Ieaz0enanly B e ym e

~
ey

pressure bhase, quantity, aquality, delivery point, delivery

pressure, nd yathering, transportation and compression charges.

!

EIN R [ Nuyrnr is not purchasinq‘qns {rom A Third PMarty as
described .h PMaraaraph “.1.1 abeve, then the monthly crice in

i



dollars per million Btu’'s ($/MMBtu)

following formula:

where:

SPOT INDEX:

=
='Wl

INDEX

will be calculated using the

L e ik at ]

LA vl LU

DIFFERENTIAL

AFFROFRIATE
TREATING
AND RELATED
COSTE

ADJUSTHMENT

+.

The Spot Index shall be equal to a mutually

agreeable

spot market index

Inside FERC,

published by

Natural Gas Week, or Natural

Gas Intelligence in the first publication of

the month for the month of deliveries, or

some other index that in the agreement of

—

e

I,
Cau

rr
it
[
o]

oar

-

In
rm

______ th

ul

™mh™m -]
gy 1} -

Supply Package made available by Seller for

sale hereunder. If for any Month, the

agreed upon index 1s not published or

otherwise not available, DBuyer and Seller

- =2hall mutually agree on a substitute index.

LOCATION
DIFFERENTIAL:

When the Delivery Point(s) for the Supply
Package is (are} not exactly the same as the
gquoted delivery point(s} of the agreed upon

spot Index, the Location Differential shall

be equal to the sum of the costs that would
_ ) i

L& inCudited 11n Joving GThe <gas {rom Lhe
Delivery poj “o

b rnt e - = L TR EEY.T.]
i Ry Iy - SRy 12 [EAT I i Qi) (PR L



TERM
ADJUSTMENT:

APFPROPRIATE

THREATING ARD

RELATED COS5TS:

in the applicable Spot Index. An adjustment

"aY be applied Lo ithe Location Differential

Index for the Supply Package: such
adjustment shall be based upon a comparison
of the agreed upon Spot Index and the Spot
Sales price for the Supply Package raceived
by Seller from Third Parties during the

twelve-month period prior to the effective

date of this Agreement.

The Term Adjustment shall reflect the price
differential between the Spot Index and Term

Urchases by Buyer from Third Parties under

e e i L ) ]

Treating ancd related costs are those
treatment, dehydratioh, and compression
costs incurred by Buyer between the Delivery
Point(s) of gas received from Seller and the

point(s) wutilized in the applicable Spot

L
LIaex .

In the event that Paragraph 5.1.2 is appliecahle, the pricing

components referenced hereinabove shall be .45 described in

Appendix "A“.

-



APPENDIX “A"
SUPPLY PACKAGE GETAILS

This Appenaia "A™, Supply Package Details, effective Octeber §, 1990,
that certmin Gat Purcnase Agreement dated October 1,
DIL AND CHEMICAL COMFANY,

is sttached to ard is made part of
1990, by srd betwaen FIRA HATURAL GAS COCMPANT ard FIKA

SUPPLY PACEAGE NUMBER: T2546%

SUPPFLT PACKACE NARE: Wl BLK 5T

i}

PRICING FORMULA:

MONTHLY PRICE = SPOT = LOEATION «- TERM - APPROPRIATE
(1N 3/nnRTU) INDEX DIFFERENTIAL ADJUSTHENT TREATING
AND RELATED
=414
= AL, If: -8, 8.0 01 - o 53
NGPL, TXGC/

IRMSC 22/TN D5

Theretore,

monthly Prioce = AVG. IWSIDE FERC: WGPL, TIGC/ TANSC 22/7TM 05 - 0.18 {1}
(1IN I/HHETLY

Where “AVG, IMSIDE FERC: NGPL TXGC/TRRSC ZZ2/7TH Q%" shall be the svermge of the prices in $/MMETU Listed urier
the neagging “Trdea” n the table "Prices of Spot Gas Delivered fo Pipelines™ for the curreng month in the
tirgt :ttue of each month of “lntwde F E_R.C.'x Gas Myrker Report™ for “Metursl Cat Pipe Line Co. af Amricy,

Texas (Tulf?! Coasl LineE)" amg “Tranexsses Gas Pipe Ling Ca,, Offshore and “Transcontinentsil Gas Fipe Line

Corp., “tation L5 (lore 1)

(1) Andiviansl thimmar/lramererenr lome fro¢
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Appendix "A% (Contihueq}

Celivery
Painc

VELLREAD

WELLMKEAD

WELLHEAD

© WELLMEAD

WELLHEAD
WELLHEAD
VELLHEAD
WELLHEAD

WELLACAR

Field

L1
HI
HI
L1
L1
K1
L
L1}

aj

ALx 371-a

BLE 571-A
BLE 571-4
BLE 571-a
BLE 571-a
BLE 5T

iwr 571-C
BLE 571-C

FTE L L Y
FE N )

wE
n

LLE 5T1-A
BLE 5T1-A
LK 571-4
BLE 571-A
IE 571-A
K ST1-A
Iy i7i-C
hr T-C

-
L LY.

(2
3}
(L)
(5)

{2

ETy -
FEAEE

626900
626900
626900
526900
626500
426¥00
626876
626895

ATLROL
-

5T

working
interest

0. 2083500
0.20a3500
0.2083500
0.2083500
0.2083500
0.2083500

3.8572800
0.0592800
n_0%o2rOD
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Special Report

PRICES TUMBLING FROM BIDWEEK HIGHS AS INFLATED LEVELS FAIL TO HOLD

Skyrocketing prices for Nov. 1 deliverics were *'pure
revenge.” according 10 onc marketing company of ficial
when asked why prices shot to such unezpected levels.
Gas prices this year have been at lows that have “hun*
and scllers “'hit back 1wice 33 kard™ this month, he £ad,

“Historical priving went ut the doar,” he added.

Some market sources looked at Whe closing November
futures eontract price of $1.97/MMBtu as the floor for this
month's prices, which took ofl [rom there, But what was
particularty unusual about spol prices tor Nov. |

PRICES OF SPOT GAS DELIVERED TO PIPELINES, NOV. 1

(per MMDlu dry)
Range Index Range Index
T ONC Transmizalon Co. ‘

Al'_'“‘( ripeint L0 .t T
Logisima ‘ $1.92¢2 3210 m Cklshoma | 185w 1193 L{P L
fa s UV 5167102008 1 Paphandls Dagtern Plos Line Co E
Offshors SiiSwLize 0N Teass, Oklsboma S16hwslls LIS
Arkix Enercy Resources Ezuibzrm Matursl Qo Tn, .
Colnredn Intervtate Gas CCo. Tiameams Gas Mpaling T
Rexky Mosnnina ‘ 5150wl 1.5 Loviaiana 135512 Lvlie]
l"'.uln-.-hln Mus Troncmibtelnn Carm Offibare {mamline) Il wi1ll nm
T e mm—————r Tiras (Whanew) S1Iw L0 1196
Arpalachis (W.Va.. Ohin. Ky) $1I5w 34l nan ,
Brosd Run, W.Va NN w249 NA Texas Exstern Transmission Corp.

Lessiniams $171willl
Columbla Gulf Transmizion Co. . Toaas 170 5202 o8
Lowisisna 3190w 3IL1¥ =10 .
Ofihers £1.0% 10 5207 Tm Taxas Gas Transmission Corp.

Zom | A3l no
El 'azo Natural Gas Co. — FamEl e UETwiI N ol
Anadarkn Basin L2 wit in
Permita Busin 76WS2T  SL9S Transcontinentsl Gas Pipe Live Corp.
- - . W P I .| FinaZo AT 1% -'N 1 Th o £1 8O0 e kd
N JYAN DJREIm il B W e FITr ) 1Tl ..nl'\.nl.nn ny AL B =-=rr

Susion 45 (Zoww 2) 3130w 1204 1
Enoperx Inc. Station 63 (Zome 1) LD — 1190w 3108 Iny
Cklahoma Ji.0dwiailwW Jin Misnsimm, Aisbama JiFIwilin Iiva
Florida Gax Transmission Co. Trunswestern Pipeiine Co. '
Lamsizimna 1013115 112 Mermisn Dann AT w3V 3.v1
Natural Gas Plpeiine Co. of Amerlea Trunkline Gas Co.
Oklahoma 51,7010 5198 3185 Treld zome (Texat, Louiziane) I KR 3L 1! 3103
Loumians N 84willd 12.04 Unlted Gas Pipe Line Co.
Trrnn fGull Caan [inmd L1 S AT R+ N, Trm
Tttt Tt/ T o T Loasisians $19J w31l J
Mnrthern Matural Gas Co. Tazma 1190wl 12.0%
T---- Hals h—- f ----- Xl AL . Y AX L4 L] Fodreny B . Y :

e —=== Srows W wmwws aems Yoo TaiuiEl U Leas s
Yemura, lowa $1. 7410 5205 N.A. Texas 31 3610 §2.00 $1.91
Morthwest Plggllne Carp,. .,

. ' Wiiliams Naiursi Gas Co.
Honh v bl winy 5154w il B 51.60
Cansdian hrwder i 157w Sl B4 11.60 Teans, Oklahoms, Kantas . 3170105191 $1a¢
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— GAS VALWATION TYAMRLE

NATIRAL

3 e
146 SA

|
=y = -

TN
1 LY

Arn.s \_c.m;\'\\.. r:)cm“_ mwmﬁd A

] .3 NOTICE IS TO CONFIRM OUR TELEPHONE CONVERSATION.

!!LLER: BUYER:

FINA Natural Gas Company
HAKD N, Cantral Eynresawuavw ~ o e o
1 ~d WaASLLI D&

Dallas, TX 75206 2222 Dodge sSt.
Cmana. NE &ARI1A?2

Enron - NNG

FAX: (214) 750-2582 ' FAX: (402) 633-4228

|
| MAXIMUM

DATLY QUANTITY: £800 MMEEL/daw

PURCHASE PRICE: $2.00 MMBtu/day (dry)

PURCHABE _ | _

FPERIOD: Novembey 1, 1990 through November 30, 1990

pATNT (D) AP

DELIVERY! HI 573

TRANSPORTIRG

PIPELINE:.. N/A

PATCHER: Kenneth E. Shade
SONT {214) 750-276z2

PAYMENTHR: Payments dne osn nominatad valumas N

- bmme % MAmk 3 _aa
A AT MY el k) WAER Y

after month, payment due by 20th. Adjustments made based on actuals.

BY CHECX: WIRE TRANSFER INSTRUCTIONS:
Al T Flus samos! Cos Sy Feiion Sank, A
$10,000 are te by rP.0. 2ax 2159 Mttiburgh, PA
wire trafterred, Datlas, TX T3IN Aegx, § 1AT-87-47

AT AaEverur Accouniing AEA Routirg S04 300024 T

For eredit to sccount of FIMA Matural Gas Comparyy

I¥ YOU AGAREE TO THIS UNDERSTANDING OF OUR DIBCUSEION, PLEASE SIGN BELOW:
A SALEH AGREEMENT WILL BE FORTHCOMING BASED ON OUR DIBCUZSSION.

1 sckrwmilsdge that ’ -

this confirme our BUYER: Vi MATE

telaphore corrversacion. ‘Tﬁ,’_ (J}—')- C /

STENITIED Bi: - MO -v4{ /| Ginnin/ 7T~ DATE  10/31790
(214) 750-4142 s \

Please raturn by fax to FINA within <8 houra.

UWSO\SALES\CORFIRMACALT AY\ENROCTMF MOV




GAS VALUAT T.ON EXAMPLE

A\‘t"\.'&. \—*Lm\'\'\‘\. cbcm\'t.\:_ Bor_uwr_\\- B

- PAYEE nO. . DATE Dr CHECK
NDRTHERN NATURAL GAs CDMPANY 01162 - p7.ac G

PO g0x 1188 P A

HOUSTON TEvaw ?FZ:H-IIDB

This xnges 4y VO waiats pingga wn R ;.umm .

ST o B
. EXACTLY . ;...153 537 DDLLAHS 37 CENTS . s--‘-!se.sa?.37
' PAY FINA ‘NATURAL gas cumpnm oo, o
' TO THE AN REVENUE ActouNTing S :
ORDER F.0, BOX 2159 ' L A
DF . . . R .
l : DALLAS. TA 7522!
' UNITED BANK OF gRam D JuNCTIoh : -
' 179901 555 o 021009148 BDE DD33Eg 3w i
Sems :
! . HORTRCKN NATURAL GAS COMPANY o FINA NATURAL GAc CD:?;;{T FACE (1) | or o017
.
A TEL* Jam pan el . lulu:u“ CAEND 49 LIV TN mEAIL e AP wy, amn conTEag) ld LT - ey —— -y
c i ID8ay Hn-h Eavgf Ll LI Y]
tiympmcy —=rS rem FEESY Jeiane -y ’ N, Ly ’ Ity , O € 1+ [ M' l Samyy
TT#E‘E'TT"—;,—-L—]J N T s i BT TN o
. 1 3 ) - T3 7™ 112 1, cogoanog 2.762920 3084701
LI B i 1w, m MR 5 coocooog 2.431340 10E,5%0. %
LI 1 “199.648 111p V. QCSxon 2.77%13n Rt T _ ,
o TR ey oo 1372600 435 59 g “"Cpi—'i,,-'—?
Troa 2. - 000K 0 '
11 g 1 ~21.(ma . - 000D vy
1) 1 . Y683 PRGN 2, %6000 ~38.3176,98 ‘
L1 2 b LB 111 1. 00 1. J68000 Q.41
1.1 3 1 26._547 113" 100000000 * 7 2 araxo - ‘515 RAL a4
I 1 ~zq.ua; ;ﬁ 1 D 1. 508200 ~559.075.08
1.1 3 ! 1. 0CO000D 1, 240000
b1y ) 0 1om 1. OO -9705Kn m
1.1 1 i 0 sa} 1. Orrreen 343680 oo
TOTALS 168.687.97 =
LRI YT T GAS - Finm
IF YO HAVE any QUESTIONG REGAAD] MG THIS PavienT PLEASE fary 1 AFPROPR | ATE
GEPAMIMENT At THE MASER LItYen Bii . _
GAS ALLIUNTING AT (713) #53-31a, cunmn MMINISTRATI (i A7 (402) 298-1117 f
M - AMDNT OF CQECK UL IR Y37
( S e b Mee
(‘?‘gu,.a’Q} Y Sy e iR —F
‘(‘I\ILJ!-q. . ‘303(.!;1' - _,2.;__9‘_ {
' (=19 !
I’ rﬁ’ / T Ty v ﬁ%o.uw - "ui... (
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H.l, Block 571 Fiekd - Novembear 1900

Comulativee it

Leaks Sales Sakrs Percant % of Sakr Rryaiy Royanty Price MMBIL
Humber Montn  PAYOR Quantity of Snies Sales Vake Quantry Valus tmeh) Bt Price
2392 8011 17080 726,905 43 0037y 100.000% §333,634 .28 2115091 355 606 21 12 6250 T8 323515
M 8011 17080 53,118.43 0015 BSB287% £130 848,33 8,853 07 §$23274 72 376290 1118 12,3515
737 enNi1 1mAn. 550415 00020 S4.7)2% nrana 1.114.03 $2.928.77 S1.62%0 1118 523515
23 9711 17080 42,996 20 Qm25 S4537% $114 821 81 T.158.03 $19.113.87 $2.6673 1135 $2.3500
pai- 2011 170850 TAT 2891 .00 0.2187 S3.27T9% 11,958,331 .27 124,565.1% FA26.291.04 §2 8203 1.115 32,2500
ra i rd a1 17080 A2 TRAT 0401 71.40% $273.586 27 1712040 566438 326672 19135 123500
2393 Mt 17080 541042 00015 6B404% 31443054 901.74 5240518 328672 1128 123500
2 e011 17080 1,445.00 0.0004 68245% 32800 207 .50 570 526202 1115 $2.3500
" a1 10ARZ 85.430.17 00250 68.209% $215312.2% 14, 23837 13588540 3252003 1118 122543
2391 o011 10882 35.756.83 00105 &5.710% $90,119.08 595047 50982 32,5203 1.118  32.2543
2332 a1 10A82 9,321.00 0.0027 G465 £213.292.38 1.563.51 J83206 324508 118 312.22%9
P L 8011 73750 2953.04 00009 64.391% $48,000 08 49217 $116651  $2.3707 1118 521200
2393 31 7AT=D 1, K04 012 0.0005 G64204% $4.28525 014 LYAT Wl $2.3701 1118 52,1200
303 9011 38408 25.473.00 00075 G4251% 159.953.73 4,245.50 $9.90228  $2.2336 t.11a 32,1052
2397 2011 3RdDE 41,804 00 00123 &3.506% $05, 345 35 B.080 &7 §$15.800.80 122764 1118 I2.0381
2392 2011 28408 85,145.00 oo 62.280% $148 258 57 10.AST 87 524.700.43 12 1758 1118 32 Db
2381 9011 18836 815.00 0.0002 6O374% $1,882 67 135.63 231278 322311 1135 $20351
739 o011 9836 157362.00 00045  60350% 25,483 14 2.560.03 3591386 322058 1135  32.035L
2291 2011 ik 108,617.00 0.0318 55.801% $246 832.05 18,102 83 4T 140 84 2.2/ 1118 32 03N
2391 o0it 7a750 3408395 20100  S6.720% 37676569 5,680 65 $12.794 28 322521 1118 320145
23 a1 38408 18,632.00 00055 55.725% 142000 3.105.33 707000 522757 1135 520059
2352 8017 31060 124,751.00 00385 55.180% $278,980.9 Z0.79z2.00 G AYE B WL.LI0S [BR R TN ¥y v Tk
2382 90t1 11080 126.276.00 00358 51.530% 1279027 44 21,046.00 546 504 58 522097 1118 31 9764
2393 011 31060 £3,660.00 00186  47.835% $140,620 88 10.810.00 $23.436 82 §2 J08% 118 319758
2392 201% 31060 12.662.00 Q0037 ASITIR 327,911.97 FRRLTAY 34.637 33 3 ZUaT TiiE 3 FII0
ratl 1 060 45.753.00 00134 45602% $102.107 99 7.828 .00 $1707800 522316 1135 31866
k] a0 31060 31, 773.00 00086 44 783% $71 57726 5,4623.00 $11.929.55 §2 1037 1118 Lo
i 24 5011 1060 &3 711.00 QRiZh 433045 iF9,u33.70 TaRSLL IS8R0 F2Ta LR RE- - 3 8-
253 Sa11 M55 781,20 00511 42.025% $8.325 M4 830.20 $1.389.22 3212044 1137 $1.9388
2293 5014 BS54 a0 .511.82 00089 41914% 34726023 508532 3121004 522044 1.137 3189328
AL IR B35 5i 7020 SeiSt 430 siq34aTRTL s &0 18 10 413 340 £2 N4 T 17 51 9788
1392 011 38554 71,653 40 Q.00  39.315% 5159, 224 46 11,543,592 $26,537.42 32118 1148  $193aA
rat 11 9011 38554 W93 0,008 IT418% S84 6548 11 4,900,136 $11,107.E9 $2.1218 1. 148 $19388
2393 9011 E3Se 3.712.33 G e e e 130771 2001 1148 11034
2393 Q11 8554 16.323.09 0.0048  36.420% $35,471.556 2,720.85 $5911.93 21728 1421 $1.9383
2391 a011 10740 118,138.00 0.0M0 15.952% 3248309 64 19,356.00 $41.084 54 21381 1.118 £1.0124
Py o TuEiw TP apsss anEmam - zaan TEn I o 4 aa Cik dxD o8 €3 A 111R 18075
M 50117 50210 12,0654 30 00035 30950% 24 53751 200 408857 520029 1138 $1.7920
2 a1l 50210 277756 65 00813 30.597% 5554 670.47 465,252 .59 192 445 21 $1.9970 1118 SL70
L0 it \uray TRy Gekkmr e ittt 127 maann iz 7EY ER T OOOR 1118 81 7A53
Talal- HI 571 A417 57148 1.00

10740 = FDCC MNON-ARM S LENGTH

10 = Mernidian HON-ARMS LENGTH _

— G334 - ecie TR AT LENDTH

31060 x Northwestem Mutual am's kength

35630 H Oiys armys lanmin

LT T Total Minatome rm's ength

73780 = Uruan My length

ToES = oM arm's Leanth

10862 s Amaco s kength




GAS VALUATION EXAMPLE

Example #2 - Affiliate resells gas at the wellhead under an arm’s length contract for a higher
price than the non-arm’s length price paid to the producer (iessee). However, the non-
arm'’s length price paid to the producer i5 equivalent to the arm’s length prices the affiliate

paid to other -producers in the same field.

Facte: 1) Producer (lessee) = Fina Oil and Chemical Company (FOCCY
2) Affiliate = Fina Natural Gas Company (FNGC)
1) Arm'’s length Purchaser = ARCO
4) Other Producer = Phoenix (ras Marketing Company: (Phoenix) ™
5) Lease = Federal Lease #054-001027-0 (Ship Shoal Block 246)

£) Samnle month = November 1990

Price Identification and Comparison:

Wl wmmn?n T sl Dmen
] TOCC produced 100,000 MMB1y from Ship Shoal Black 246 in Navember 1990 and sold
it to ENGC for $1.88/MMBtu. The source documents used to identify the non-arm s

1o —abk wmimn fre b
lengih price for November 1990 are.

b a Tl el = 9
FOCC/FNGC contract dated October 1, 1990

a.
b. Inside FERC Repont for November 1990

$1.95 - £.07 = $1.88/MMB1u Non-arm's length contract price

2) FNGC soid 54,000 MMBtu of thie Ship Shoai Biock 246 produciion to ARCO in
November 1990 for 51.94/MMBtu. The following source documents identify the arm’s
jength pnice, sales point, quantity, and purchaser.

a Arm'’s length contract between rNGC and AKCO = 3i G4/MviiviDiu

3) (n November 1990, FNGC also purchased 103,000 vibMiBw of Ship Shoai Biowk 250
production from Phoenix. FNGC paid Phoenix $1.88/MMBtu under an arm’s length
contract, as shown on the following source document.

b. Phoenix invoice shows November 1990 pnice = 31.38/MMB!u

v



GAS VALUATION EXAMPLE

Valuation:

. ‘Rovyalty is based on the gross proceeds received by the affiliate (FNGC) under its arm’s
length sales contract with ARCQ. The arm’s length purchase contract FNGC had with
Phoenix does not establish value for the gas FNGC purchased under its non-arm’s length
contract with FOCC.

. FOCC paid rovalties based on the non-arm’s length price of $1.88/MMBtu. Therefore,
FOCC underpaid royalties on the gas sold to ARCO by 5.06/MMBtu.
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-APPENDIE “A* J
suepLY PACEACE DETAILS

Thit Apprrdis "a=, Sucoty Paciage Oetavis, cttective Oetoper 1, 1990, 1€ artacned to #nd 't sage part of
that CErtpin Gat Purchase Agreemcnt oatved Octoper 1, 1990, by srd betusen FINA NATURAL GAS COMPAWT s FINA QL
AND CHEMICAL COMPANY,

SUPPLY PACEAGE wimBER: 72573

Cimepl Y DACEACE MAMF: SHEP SHOAL 2h4- 4

FPRICING FORMULA:

woarfury BRICE = £ROT - LOCATION =- TERM « APPROPRIATE
{IN B/MMRTY) IHDEX OIFFERENTIAL ADJUSTHENT TREATING
AMD BELATED
cosTs
= IF: TO.13e0. 0T - 5.o {1
TRANSCO

fetu ATy

Theretore, .
monTRiy Frice * TNSIDE FERC: TRANSCO (STW &%) - 0.07 (1)
LIN 34mET

where "IMSIDE FERC: TRANSCO (3TN 45)" shatl br the price in f/WNETU Lieted under the heading ®imger™ in the

casle “Prices of tpot Gas Oeliversd Yo Fipelinas~ for ohr gurredi anih in ThE Lirgy lzzus zf sich mmAth af

alparge F.E.E.C.'3 Gas Markyt Report™ for "Tramscontirmntal Ces Plpe Linw Corp.- Station 43)7.

{1} Addifronal Shipper/Transporter fees (or cout) may O spolicebie.
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z*otion af Propertyey

Selier's fAuver's

Tramg - Trant- Delvvery PROD . WorL iRy
FUPPLY AACKACE Dty porter porer Poing Freia el LSE & Count v T interes:
I[P SHOAL Jib-4 acs TRANSED JELLREAD SMiF SMOaL SHIP SHOAL 244-a 428870

FED 1A 01084500
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Meovemher §, 1990

Special Report

PRICES TUMBLING FROM BIDWEEK RIGHS AS INFLATED LEVELS FAIL TO HOLD

Skyrocketing prices for Nov. | deliveries were “'pure
revenge.” according o one markeling company official
when asked why prices shot 1o such unexpected levels,
Gas prices this year have been at lows that have “hun”
and sellers “hit back twiee as hard' this month, he said

*Hisworical pricing went out the deor,” he added.

Samn market tanrerre lnnkad ai ihie rlosins i b
L AN AP | Iu l\.lllw

futures conuract price of $1.97/MMBuy as the foor (or this
month's prices, which ook off from there. But what was
panticularly ynusual about spot prices [or Nov. |

PRICES OF STOT GAS DELIVERED TO PIPELINES, NOV. 1

- {per MMB!u dry) -
Rangs Index ‘ Range Index
AR Figriine To GG Tiammivion Tw . )
Lowisima 51921210 tim Oklshoma | $1.65 w0 5199 BTl
Olahoms 3147 2lu .7 iunnandie Eastern Fipe Line G
Offshars SISz St € Fipe Line Lo
T, Oklaboma 1160 w118 b
Arkla Enerry Revaurces - -
a1, Oklahoms $175 10820 N Southern Natursl Gas Co.
' ' ) Lowsisiana 1191105204 o6
l"_nlurldu Intervisie Oaa T —
) Tunnexsee Gas I'lpeling Ca,
lﬁrm’ 1130w il na Losisismns $1.0510 8211 oo
Columbla Cos Transmsleslen Corg. Dffphn (mainlzesl LARLEES b R nm
Appalachis (W.Vs.. Ohio, Ky.) $13%10 5248 Q2n Tixus (Whanon) $1.3810 8210 $1.96
Drend Run, W. Ve T173 w1149 HA Texas Eastern Tranimislon Corp.
Cotumbla Gulf Transmission Co. Lesaisiama 319213213 208
.. £1.901m 52 11 _— . Tewm 5178w IL02 31.95
OfTubars 311510 5207 nm Texas Gas Tronsmission Corp.
E1 Pasa Natural Gas Co. . Lol - - il i200 1208
! L
Ansdarko Basin LT 1031.5 wn 5L 1A J1AwiLio S04
Permian Basin SNT6wWILM SIS Transcontinental Gas Plpe Lie Corp.
Sem jwan Gasin $i.90 10 51w 1R /] Station 30 (Zone 1) T

INNeilw 0

E ex bnc. Suuan 45 (Zone 1) NIl $1.31
ot Sisiien 65 (Zane 33 D\ 190w 5208 5193
Oblshoma &l wilm L{F r Miswiverppi, Alahama 3iviwilm 3106
Florids Gas Trensmission Co, Transwestern Pipeline Ca
Louisiurs 21011215 112 TMermaian Dagsin 374w 3T 5192
MNatural Gas Tlpeline Co. of Americs Trunktine Gax Co. ’
Oklahama $1.70 10 51.98 3.1 Field zone (Tenny, Lovisiens) $1MwIZl $1.0%
Lowsi :
T Cons Lo Nhenn au Usited Gas Pipe Line Co.
Lowsisiane 5193w il 12.04
Marthern Matursl Gas Co. Taan 5190t il 11.00
Toawy. Thishome, Kanann J1B3tedlm LI}
Vorsom. loes $178 0 1208 A Vilero Natura! Gas 1"
Team $1.R6w 3100 3191
Marthwest Mloctine Carp. Wit N 1Gas C
- ami Melurn [ L. N
Rocky Mounisiny 154wt I1.60 -
{ anaguan beweter 1157 int1 64 31 60 iexss, ODklshome. Kaneas MRLITRIR ] 1M
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lowete 3 NOTICE IS TO CONFIRM OUR TELEPHONE CONVERSATION.

SELLER: BUYER:

FINA Natural Gas Company ARCO 01l & Gas Co.

8330 N. Central TxXpressway Steve AbDey 3

Dallas, TX 75206 1601 Bryan Street I

Dallas, TX 7520)

FAX: (214) 750=-25882 FAX: (214) BBO-6715% |
AAZIRUA I
DAILY QUANTITY: 1816 MMBtu/day I
PURCEASE PRICE: $1.94 MMBtu/day (dry) I
PURCHASE )
PERIOD: November 1, 1990 through November 30, 1990

1 POINT(B) OF Wellhead I
DETL.TTFRV: Ship shozl 24%
TRANBPORTING l
SELINE: Transco |
b .
PATCHER: EKennethh E. Shade
ONE NO.: (214) 750-2762
PAYMENTH: Payments due on nominated volumes. Invoice by 1l0th day I
after month. pavment due bv 20eh. Ad‘ju:fmnn‘l—: marda ha=sd An amrnale.
BY CHECX: WIRE TRAMAFPR INBTRUCTIONS: I
AmmgTy over FINA Katurml Ces Compayy Mylion Gank, ¥A I
310,000 are 1Q b P.0. Box 2139 Pittsturoh. ka
wire tramferred. Oallax, TX TS211 o Acer. B 1AT-AT-AT
Attn:  Aovennm Accounting ARA houximg BOL3I000251 )
o " e ppmrile vn meomme ad CIMA Marnral Cas Comnaces
I I¥ YOU AGAREE TO THIH UNDERSTANDIKG OF OUR DISCUSSION, PLEARE BIGN BHELOW: l
I A SALES AGREEMENT WILL BE FORTHCOMING BASED ON OUR DIEBCUHEION. I
this contirmm aur BUYER: DATE
taleohone cOMEriaAtion. . )
R AN LA PN oare 10/30/%0 |
{214} ?5c-z225a
Plaasma raturn hy far tn FTNR within 48 haurs. l
. SO\SALES\COMFIRR\CALT AJ\ARCOCIMF . NOV I
'I !



e, GAS VALUATION EXAMRLE |
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PHOFNTY 45 ATADKTTIN,

A4TI AN
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1200 Southnest Freenoy, Swte 110 ¢ Houmon Texns 770277525 « (1IN E50-7770 o Yeicrwpy (713) 450-7780

INVOICE NG, 901207

Dacambayr 13, 1990

Fina Natural Gas Company
P. 0. Box 2159
Dallac, Texas 75221

Attn: Hs. Fonda Richmond

| Dear Ms. Richmond:

To involice Fina Natural Gas Company for gas purchased fraﬁ the
following station location nunbers .for: November, 1990: »

U-G.P.L- .
[ —a n Aar O - &y nAnm s A= s Am
olllP 2HDHL L4 [ _"" +i-Q0 FLITS pHUT T

Plcase Remlt Pavment &g

*

Phoenix Gas Marketing Company
3200 Southwe=at Fraasway 12130

e [ P s b e I L
nuJuuidswuwin, LEXdE /S J/UEI™IDLD

Payment ls due on or before December 20, 1990.

nppfﬂ‘_f“é P L5
M

1

g™~
C

. : | . OEL 14 W
i :ﬂvjﬂuu:,ﬁi .o .



GAS VALUATION EXAMPLE
Exampie #3 - Affiliate resells gas onshore under an arm’s length contract.

Facts: 1) Producer (lessee) = Fina Oil and Chemical Company (FOCC)
2) Affiliate = Fina Natural Gas Company (FNGC)
3) Arm's length Purchaser = Chippewa Gas Company (Chinnewn)
4) Lease = 13 Offshore Leases, High Island Offshore (HIOS) Supply
5) Sample month = December 1990
6) Transportation rate = $.08/MMBtu

Price Identification and Comnarican-

! e I v oY o S B S
I) Cajmhte the nnn-ﬂm 5 !:ng""h :Sn::"":" 'I::l [T :un: 4 v IRLCIVEL TTUNI FINGIL, IO the BHS

it produced from the HIOS Supply leases in December 1950

2) Identify the arm’s length contract price that FNGC received for the H10S Supply

production in Decembar 1000

[ ]
T
1
%
]
;
2
b

tho wnbhia of
llllllll S Bhb%W TELALAY. L

December 1990

¢ gas rOCT produced from the HIOS Supply ieases in

*
il

a Non-arm'’s length contract dated October 1, 1990
b. inside FERC Gas Market Repont for December 1990
c Arm’s length contract between FNGC and Chippewa for December 1990



APPENDIY =a=
SUPPLY PACKAGE DETAILS

Thit Apsendiz A%, Supply Package Detanils, effective October 1, 1990, is attached to and is made part of
that certavn Gas Purchase Agresment dated Ocrober |, 1990, by and betuwsen FINA MATURAL GAS COMPANY ard §INA
01L AMD CHEMICAL CDIFIN'[,

SUPPLT PACTAGE NUMBER: 72570

SUPPLY PACTAGE MAME: NIQS SUPRLY

PRICING FORMILA:

MOMTHLT PRICE = SPOT - LOCATION += TERM - APRROPRIATE
(1IN S/MMBTUY 1WDEX DEFFERENTIAL ADJUSTMENT TREATING
AMD RELATED
COSTS
» AVG. IF: ~§,19+0,12 - 6.00 {1}
MGPL . TXCC/
TRNSC 22/Tw O3 .
Theretaore,
Fuiitiy Frive = AV, INJIVE FEAG: WlFL, TAWG, TANIE LE/TW O3 - U.80 (17

(iN S/7MEATUY

wheiw PAVG. IW3ILDE FERG; Worl,TAGL/TREZE ZL/7W D37 Shail D ihe averege of The priges in S/RFETY b Ipied wuner
the hesding "irdex= 'n the table "Frices of Spof Gas Delivered to Pipalines® for the current month in the
tirst issus of each wonth of =lnzide F_ E.R.C.'s Gas Marker Report® for "watural Gas Pipe Lire Ca. of Amesica.
Texas (Cutf ComsT Line)” angd =Tenngasee Gon Pipe Link Co,, Offshored and "Tranacontirmmtal Gas Pipe Line
Corp.- Station &% (Zone 2)7.

(1) Additional Shipper/Tramsparter fees {(of Coit) may bw appli:lble.

MMS02 T304



cription of Fropervies

Seller's Buyer’s

Trans- Trans: Delivery PROD . Warkina
SUMPLY PACKALE biv  poreer porter Point Figld uall LEE # County $T  InCterwit
-105 WFFLTY o AiG3 WELLAEAD NI ELE Ki mLE 135 ° 426800 FED ™ &.1250000
ocs RIDS WELLKEAD M1 BLY Kl BLK 193¢ 424450 FED ™  0.1250000Q
ocs L3]=H WELLMEAD NI BiY MI BLY 0% REL  4idzifn ren TR 8L IESG0u0
ocs NS VELLHEAD NI BLE HI BLE 194F S28A%1  FED X 0,31250000
ocs Nos VELLNEAD Ml SLE 313 HI BLE 312/3137 624990 FED . TX 0.0&44800
ocs N10S VELLWEAD N[ SLK 313 RE BLE 313~ &24990  FED X D.04kiB00
ocs HiQs WELLNEAD nI BLE 117 HI mLE 7™ 28910  FED 1 D.0107000
w3 Al VELLEEAD Wi BLE 377 Wi NLE 31T FUEL 424910 FED X 0.0107000
oCcs NIOS WELLMEAD MW{ BLX BUI Wi ALE X30- 424920 FED TX 0.0150000
ocs LH = VELLMEAD M1 ELE TID Wl RLE YXIO0CFUEL AZiE30 rED TR L.3T43000
ocs L WELLNEAD N1 BLE 543 Nl BLE 543° 424030 FED X 0.0134000
ocs NIDS VELLMEAD M1 BLK 543 HE BLE 543 ¢2) 424930 FeD ™ 0.0134000
ocs Nios WVELLMEAD Kl BLE 545 HI WLK 5&3/344°  624930. FED 1x 0.0134000
ocs _ HIOS WVELLKEAD W! BLE 344 ML MLE 564~" A20940 FED ™S 0.0134000
ool A3 WELLHEAD Wi BLE mioBLK 572 5288986 FED TX 0.0592800
ocs HIOS VELLNEAD NI BLE HI BLK 572 424894 FED X 0.0592800
ocs NIOS WELLMEAR M1 RLK HI mip §72° AdAROL rER t¥ 0 AENIEnn
oCs H10% VELLHEAD N1 BLE HI ML 572° 624894 FED TX 0.0592800
ocs Kl10% WELLHEAD H] RLE 522 Kl LK SA2™~ 426950 Fep Tx  0.0157400
ocs RIDS VELLMEAD H] ELE 552 Ml BLK SB2 FUEL 426950 rED X 0.0157400
ot RIOS WELLNEAD W1 BLE 3X0 UC BLE 512 - A28060 FED LA 0,.0140000
= ) =Lhner  ni RwA SO0 " WA B SLeYIY  FEQ LA W UiBUUGY
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ALY AFTERMARRKE! FRICES SRID; SELLERS BE

Coafusion aver the diseciion of prices during bidweek

prompied many toyers &nd s2licrs o agree io aeals bed o
an index for Dec. ] deliveries, marks: sources repogted.

afier bidweek's opening bell

For deals crnpiered before the Thankxgiving holiday,

L% monil, iGé CAIEE e i Galma §A3 luumca
- 5238/ MMBtm for the December comtrast -— did not act
a2 = mrinahnar for the cach market Innead priess ohid

bl 1 'V WFIAh

ol o
Pl Wi &8 Sl e .

buymmdmﬁmﬂhmmmumﬁ:d:hm

mnﬂummpmmmLHNlmm

thys were done right before nomumations were dne Nov.

ey N
Wl AR i s m——

Pan of the reason fox the dOWhErn i faces wag the

unteasonsbhly warm westher that hisakeeed most of the

tion, bringing seilexs linle cheer, “Peoplt are boying whe
[firm) gas and pothing eise.” said a sales official for &

PRICES OF SPOT GAS DELIVERED TO PIPELINES, DEC. 1

Banss
ANRPIptI.IMCn.

L H“ _ﬂ“
Oklahovna 1.0 wuim
O ihore D1IwilY
Arkls Ensryy Remsarces
Arkenusz, Oklaleoms INWwirm
Colorado Interzote Gas Co

Columbla Gas Tranzmissios Corp.

i 1. __ sk B W " EX . i Ay
PR § T - ¥ e WE— TR — — A T
Bromd Ron, W.Va b~ T LIV &5 -/
Colomhis Gulf Tramosistien Cn

Lotimoma D77 wnilé)
Offchore. L w1130
Bl Fasx Mamral Gas Ca

Ansdarkn Razm 3120131
Permias Haom I10wni1m
San Juan Bama NMwizm
Enogex Ipe.

Ohclubecns NNwiln
Florida Gas Trameniscion Co.

Loanms L0 wila
MNatnral Gas Pipellne Co of Americy

Ohlaboms 11w ilID
Lomnms _ 212 1o 519
Twas (Gull Cosm Line} 1199 wiL17
“arthern Natoral Gas Co

Texas, Ohlaboama, Kasiay .MM wilio
Mo lawm LT L

worthwest Flpeuﬂt Carp.

Fo — =

(par MMBlu dry)
Tt L
ONG Tranxmbssion Co.
- fla ¥ Py — LR LT SN
11.9¢ Panbandis Eastern Pipe Line Co
oo L et e
Southerm Naturwl Gaa Co
1193 .. - -
LEmnas e Wl
Tennerus Gas Plpeline Cn
nn Lommma frirxy Yovi o
Offthars imamlae) B wilul
= Toxas (Whaum) REwin
NA Terxs Eaxtzrn Tranxcmisdos Corp
Lomoma Ritwnx
Texss 1190w 5211
- B L Texsa Gas Transmpsxion Corp.
Zoms | w111
S50 Zom 5L L1 w 54
5199 Trasscondsents) Gas Pipe Lins Corp.
11y Suicm 30 (Zone 1) — 20w 52 13
Sumion 43 (Loox 1) ke
Siaken &9 (Zomas 1) IXw
Transwestern Pipelioe Co.
Troakline Gas Ca
196 Fiald oo (Teias Losmouams ) 20w 11
g_—}; Unlted Gas Pipe Line Ca
i LTI AT
Tems DORwls
5143 Vabirg Neturst Gas L P.
SiFa Tesas IDwi1M

Wititams Natorat Gas Co.

[!
s

EEE
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Bpop  BE
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—
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NATURAL GAS SALES CONFIRMATION ConfErmacion o. ——
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)TEIS CONFIRMS OUR UNDERSTANDING OF TODAY'S TELEPEONE CONVERSATION »

SELLER: BUYER:
MY . Fa N
FINA Natural Gas Company Chwwptwe, A4S LORD
8350 N. Central Expressway O . i:,_, T
Dallas,' TX 75206 nonve = — Y

h1
T
1

£
3

W

Gd4n-E108

FAX:  (214) 75072582 rax: (N37) el3 - 8B24e

DITUCYHA ST

FERIOD: December 1, 1990 through Decsembar 31, 13%0
MAXIMOM

DAILY QUANTITY: _ Up to S, 000 MMBtu/day

PURCEASE PRICE: s  Z.27 MMBtu/day (dry)

| POINT(S) OF  TohueanT  Beyow METER NO.
DELIVERY:

FOOYVRITIT R

EFQRTING g b L gl okl R
J LINE: _Ed NESSEE NUMBER

FINA SCHEDULER
CONTACT: Kenneth E. Shade

PHONE NO.: (214) 750-276&2 _ I

SUPPLY
SOURCE (3) Hos 'nguucm-..i

CREDIT
{ conmToewrwme. Annrovad Letter of Cradit Required _7~ xK

ik g e e W —_—a -

MISC:

. [4 3 FAY
SUBMITTED BY: T:—"S'ILA}J\-M- M. [Q;#éé_ DATE _I1-21-90

-
f

-A 41 .|-|
=RV i BV L |

THOMAS M. RAINWATER PHONE: (214)

—_——— .n

IF YOU AGREE TO THIS UNDERSTANDING OF QUR DISCUSSION, PLEASE SELGN BEL
A SALES AGREEMENT WILL BE FORTHCOMING BASED ON OUR DISCUSSION.

| pernoviedae hee RITYFR ¢ DATE —

Y 8 — T2 = .

atian,

H.

* 7Pleaze sign and return via FAX ©o FIRA &

€ \WPSO\ SALES\CONFIRMATRIAL .OEC
FNGCICHF NG : - = _ MMSO46510




GAS VALUATION EXAMPLE

Example #3 - Affiliate resells gas onshore under an arm’s length contract for a higher

ptice than the non-arm’s length price paid to the producer (lessee).

Price Identification and Comparison:

1) _ .
Index Price Average Price
NGPL - Texas (Gulf Coast Line)  $2.12
TRANSCO - Station 45 (Zone 7)) $2.12
Tenn. Gas Pipeline - Offshore 2225
Tatal %6 49 divided hy 1 = £2.16
Less location differential - 08
FOCCIFNGC Contract Prics for HIOQS Supply $2 08

2)  Amms’slength contract price
FNGC sold the HIOS production to Chippewa for $2.27/MMBtu.

Vaiuation:

. Royaity is based on the gross procesds receivad by the affiliate (FNGC) under ite arm’e
length contract with Chippewa. Since the affiliate resold the gas onshore at Johnson
Bayou, transportation costs were incurred to moving i€ production 1o the saics point.
Therefore, transportation costs are allowed in determining the affiliates gross proceeds.

’ FOCC paid royalties based on the non-arm’s length price of $2.08/MMBtu. Therefore,
FOCC underpaid royalties on the gas soid to Panhandie by 3.11/MMDBiu.

FNGC Transportation Royalty FOCC . Koyaity

$2.27 - 5.08 - $2.19 $2.08 5 11/MMBw



GAS VALUATION EXAMPLE

Example #4 - Affiliate disposes of the gas under an exchange agreement with Amoco.

This exchange agreement does not represent an arm’s length sale.

Producer (lessee) = Fina Oil and Chemical Company (FOCC)

AfFilLnta — Tina Wariral f.:mr r‘r\rnr\-.\nu (FI\TPF\

TV YT T A LAME L VERAWAR LA LY E I

[ease = Federal Lease #054-002391 0 (High ]sland Block 571)
[

Facts:

amo) ~armbar 1000

mont th = Tio
|.|' UMD AP trbd I el

1)
"
oy
3)

)

Price Identification and Comparison:

1) Calculate the non-arm’s length contract pnce that FOCC received from FNGC for the gas

it produced from H.I Block 571 in December 1990

e §
i/

2Z) identify the December 1990 prices for other producers i iiie H.I Biock 5
Field consists of 9 producers and 3 Federal leases: (i) #054-0002391-0; (i) #054-
0002392-0; (1) #054-0002393-0.

——

Note: There were no allowances (transportation, processing) associated with any of ihe
producers prices. '

3} Compare prices and determine the value for the gas FOCC produced from H.1. Block 571
in December 1990.

Source documents to be used for price ¢alculations and compansons

a Non-arm’s length contract dated October 1. 1990
b. Inside FERC Gas Market Report for December 1990
e Maior portion analvsis for H.I. Block 571 for December (990

L]



GAS  VALUAI LON

APPEHDTX YaAW

SUPPLY

—_— i ll.!'ll [ 4

EXAMILE

Nu\,-ntﬂ'*_\ Lm-&\:\x ':):\.'-:cc. DeewmenV

PACEAGE BETAILS

This Appendiz , Eumnly Pactans Gatmily, sffsctive October i, 1990, i3 strached to and is made part of

that ccrtsin Gas Purehats Agreement dated Dctober
011 AND CHEMICAL COMPANY.

SUPPLY PACEAGE NUMRER: T2549

SUPPLY PALEAGE MWAHE: Hl BLE 5N

s b COADMEI E
e

1, 1990, by and betwaen FINA NATURAL GAS COMPANY srd FINA

MOMTHLY PRICE s« SPOT - LOCATIOH «+ TERRW - APPROPRIATE
(1N S/MMATLH INDEX DIFFERENTTAL AD JUSTMENT TREATING
AMD RELATED
COETE
* AVG. LF: -G.gurG.a3 - . 0
NGP, |, TXCEE/
TRMEr 130TM AE
Theretore,
monthiy Price = AVG. [KSIDE FERG: NOGPL, TXGC/ TRNSC 12/TW 03 - 0.18 (1)

{IN L/HMBTL)

Uhere “AVG. INSIDE FERE; MGPL, TEGC/TRNSC 22/TN O5*
the hrading “irdex™ 'n the radle "Prices of Ipox

thall be the average of the prices in BFHMBTU listed umir

Gas Delivered to Pipeiines~ for the current manth in the

first iszue of each month of “Inside F.E.R.C.'s Cas Market Repart™ far "Natursl Gag Pipe Line Co. af Amrrica,

Teaas (Gulf Ceast Linep” and “Tennesier Gav Fipe Line (o., Offshore®

Corp.- $Tation &% (Jone 23,

(1 AT iORAY imapgersiranipgroer foes jwi

e
CuiIvy gy un

snd “Trantcenfinentai Gas Fipe iLine

A
A\

?.i



=AS VALUAT TON TAAMYLE

| Appendix "A" (Contirued) Nen-arens \__“i‘\\ R_)WT“_ anm‘;\ A
-t Propertiel .
Selier’s Buyer's . ?
Trans- Trans- Delivery PR . Uarkins
1 PACKAGE DIV porter parter Feint Field Wall LSE # County ST Interesc
871 ocs HiDS WELLHEAD W1 ELEK 571-& Wt BLE 5TV1-A 426900  FED TX 0.2083500
’ nce H10% WELLKEAD W1 BLY 571-A Ml BLX 571-a (2) 426900 FEO ™ 0.2083500
ocs K10% VELLHEAD HI ULE 571-A  MI SLK S71-A (37 424900 FED ™™ 02043500
ocs Higs VELLMEAD HI BLE 571-A Wl BLK 571-A (&) 4&246¥00 FED X 0.2083500
ot %[0% WVELLMEAD Wi BLE S71-A  HI BLE 371-A (3) 426900 rioD X U,Z085700
ocs L] VELLHEAD NI BLE 57V H1 BLK 571-A 426900 FED . X% 0.2083500
ocs nIoE WVELLAEAD Wi BLE 3TI-E WD ELE STV C La4m0L  fem Ty n_NxazR0n
ocs Hjos WELLHEAD HI WLE S57TV-C  HI BLE 571-C (2) 6G268Y6 FED X 0.03v2800

5 urne LELLMEAN MI BLE ST1-€ HI RLE 571-C 424896 fED X 0.0392800
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BAS VALUA T LUN  LANCuLe

'-nn.',n F l' ﬂ "’l.'
il AVAC & & dudedBy e

Special Report
CEATI WV AETENLIA oRIfET CWIir- e:t [ | Eﬂl‘: e rEll LY WINNS TO RN
™ _1Th1 T _Y) B el PAWERFSE SRl & & F 0N il -l\l- Nl B bl B E— LR, & " W

Coafution over the direction of prices during bidweek mmmmmmmmmm
promped many poyers ang seiiers io kgres io deaiy G o i mom Gull Coasi pijlines ware hijghes tomn for deais
s index for Dee. 1 deliveriet, markee sources repored. that were done nght befare nomimgtions were dne Nav.
Dalils lar manth_ tha slrring seier froe ramers]l ses e mn vhres prireeline
— $23YMME for the Dezember contract — did not act Pant of the rexson {or the downtzs in pricet was the
as a springboard far the cash markel Inuead prices slid uns=asonably werm weather that hlgteessd most of the 1
after bidweek's opening bell ton, bringing sellery linle cheer. *People are baying the

For deals compieied before the Thanikxgiving boliday, {Grm] gas and noching eise " said a sales official for a-

PRICES OF SPOT GAS DELIVERED TO FIPELINES, DEC. 1 .
{per MMBtn ary)
ANR Plpeline Ca ONG Transmizcos Co.
Loxsximna -1 TPN LT =a P, L I — S o X1 W4 N
(claboma 139w 120 $196 ‘
Offghare 2180530 o1 Penhandie Exstevn Plpe Line Coo
Tumas Ielabowms nNnwenm oy
Aritls Energy Remoarces
Arkeansas Oklabwwns NWWewm 11.9% '!_"_n'_"_' Na Gas Ca. - o -
Colorsdo [nterrots Gas Co., T Gas Pipeline Co.
Rocky Moomams NEdwllTs iLn .. - . —— —
WIS Subopl B Bk O e
Columbia Gas Tramemission Corp. Of theare (mamlinr) 0w 2N nx
Aomlactss (W Va_ Chia Ky.) LIRS w £190 an Texas (Whanan) RRimnm oL
Bromd Ron W.Ve DS wili0 NA Texns Eaxtern Tranemiscing Corp
Columbla Guif Trammnisdons Co. Lonams 20w X nx
{omnmns O wile o131 Teaw 0u o
Offshare Lo wily o2 Tixs Gas Tranemission Corp.
E1 Pass Natnrsl Gas Ca Zom 1 e L 58 e L oY
Atmalartr Bams : NibwilM L0 Jomu S1. Bliw 3235 1z
Peronan Baos NS wiren 3Ly Transmntinental Gas Pipe Lins Corp,
San jusn Bamm INBwm e Susion 3 (Fowm 1) - O w il o
— —sems T
Ohlahoma LIt rETY SR- 4] bi P L] Missiamppn. Alabmma M eila T3
Florida Gas w‘ o, Tramwermra muﬂ Ca.
Loannms I1Mwila 038 Prronas facm L0 w 1207 iy
Natarai Gas Fipeling Co. of America Tromktine Gas Ca
Oklaborks B LEPELRT] 51.9% Firld zomm (Ticxaa. Lowauna} -1 TSN iR = 2]
Lomnuns II11lwild =41
Teaas (Cull Coam Line) 1wl o1 United Gas Pipe Line Co.
S S Lomixians 10 5219 oL
NOriEi B Vil e s EE Lo - Tas ODMwls @b
Ohlabwowma, Kanay

i e O Vakro Natural Gas L.F.
Nortwen Plpeline Corp, Teaas 1123031 93 511

- - N .- . . witllama MHatursl Gas Ca.



GAYS VALUAT LON  EXAMPLE

H.l. Block 571 - Decamnber 1990

Lesns  Sales
Humber Month

o012
9012
9012
9012
9012
8012
POz
5012
9012
2012
9012
2012
2012
9012
9012
9012
9012
2012
€012
o012
i
2012
2012
L
8012
9012

292
393
2394
23
301
pi |
In
229
P
o
1293

23592
2392
I
2392

2303
2392
2391
1392
2393
2333
. =r
2392

ey

M
a8
23
2
23
n
239
2292
e o

239

o2
8012
ol
2012
2042
oo
2012
9012
ol

a012

Teadal . Wf 1 71

y
8

Parcent Cumualative
Sales of Tolat Percent Sales Royaly Royalty U Blu  MMBtu
Pl  Fayor Ousntity Salas of sales Vaiue Quantity Vaiye Price Prnce
04 10882 78,225 41 0.0212 100.000% $226 06191 12,704.41 $A7.67701 326657 1103  1reém9
04 10882 937400 0.0026 97.878% $2T.B91.94 156233 $4.615.32 52,9541 1.098 32.688
0d 10882 31.904.59 0.0088 T.817% 584,33 61 5742 57242 $29568 1.103 $2.601
04 TIATHQ 452300 a.0013 98 T28% $12.181.2 754.00 52.026.87 $2. 8882 1125 52.383
4 29838 2.550.00 0.0007 98.602% $4,082 05 425,00 $1,1E068  $2.738Y 1157 $2.357
4 30836 170.00 0.0000 B6.531% A5 2823 $77.19 $2.7247 1157 32355
od 17080 1,388.00 0.0004 85.527T% £3,655.48 3133 . ;a4 32,0044 1.1 31350
04 17080 272, 385.00 0.2429 PO 450% 5220811474 145 2304 70 38301920 263 1111 32350
o4 17080 a3 002 03 00108 T2.2002% $101.520.18 831167 3158,920.00 126714 1137  $:3=0
04 17080 15,908.40 0.0044 T1.144% 42 49301 2851.07 57.082.17 528714 1.137 52350
04 17080 2.001.58 0.0006 T0.701% 150710 INL $H01 18 $28714 1,137 52380
o4 MOS0 4£3,8345.00 (i) ! TO.B45% 3110, 759 .43 7.,308.00 B 43991 3252767 1089 32299
o4 060 20487500 0.08%42 6. 425% S5 407 0 A8 448 00 197 23383 12 5204 1103 $2.243
04 31080 50,858 00 00141 83,004 % $128 044 B 8.442.00 121,300 525276 1103 32292
04 31080 54.751.00 o.oaz 61.593% 3139 422.28 912500 323705 2Sand 1118 dLipe
04 1050 125,030.00 0.0348 80.089% 492 1 20.838.00 $52. 488 .70 §2.5189 1103 §2.284
04 . 1080 ——3,880 00 0.0010 58.588% 23eNn 610.00 $1,552.72 52 5454 1115 §228%
[+ ] 31060 &7.313.00 aos/s 58 _ 405" 3159, 495 59 11,219,003 3JH 249 14 3.0T1H0 11048 o SH
04 22408 3233300 0.0050 54.613% SH|am7 s 5,388.83 $13 B8 23 £2. 5576 1125 52282
o4 17080 3,31B.70 0.0148 S1 % $138,316.46 8,885 45 $23. 11955  $26129 1145 32282
o4 1TOBO 127,363.04 0.0355 04.LL0% #33Z,841.50 9.E30.55 $I5.4TISS MEGIZH 1145 By 67
04 17780 6,700 35 0.0019 48 682% $17.530.85 1.118.23 32,927 81 326128 L 145 $2 282
Od 38408 23.374.00 .0065 A8 495% £59 554 38 14895657 $9.92573 $2.5479 1125 $2 265
vl [T v [ - A= =) . I - A E o ) e W L LRt IT Sl L Rl L nonra WA & aE
Od4 38408 63,612.00 0.0183 A7.795% $165.492.57 10.935 33 127,748 93 $2 5375 1125 32255
04 23838 A5 £08 00 0.0234 45 058 % 1212 B72.45 14,288.00 $38 488 29 312.5550 IRET] $2.234
04 33408 21,304 00 0.0059 43 585% $54 01835 1.550.67 £9,002.73 12,5355 1.1%7 $2.230
4 73730 20,458.02 0.0074 42.992°% 06452 .54 441154 $11,075.49 12507 1157 $2.170
4 Joeae a1 00 0pasn 43 7mEN $E72,024 04 30475 18 LR 4A7 A4 24714 1121 £218D
4 17080 224,.132.00 0.0624 315.668% 551,237 .40 3725524 $01,871.25 $2.4504 1.141 §2,155
o4 SO0 184,985 73 0.0459 20.420% 5307 100,78 27.404 18 $88 18370 524072 1A S2.04T
04 074D EsodEon nniAd 24 B $1%s DET 0D 10,681 00 LIS RA1T t2UOR 1477 2004
04 38554 17.273.00 0.0048 23.000% 40 509 57 287883 $8,751.80 $2.3453 1148 12042
Od4 38854 41,267.00 0.0115 22 519% 508, 78155 5.877.82 $16.13026 S2.M45) 1148 32.043
TR T L LT 347400 0 nnne AT X 0T 54 b i TR4G R0 TILLIA 1 14R S7 AR
04 10740 . 765 483 .00 0N 21.10% N.897.071.22 127.581.00 $282 845 21 2170 1A 31578
3,593 082 TS 1 annn
EENNNINANEET FEEEENNEEENN
EOCT  (ronoarew's leanth cnntract)
Merkul (Pan-amm'a wngth contract)

Mendian (Non-arm's ength contract)
{arm's benath crartrect)

CNG
Unign

Tou! Minatomae
Amoco

{arm'’

{armm's Wength contract)
{nrm's length contract)
MNowtrrwesidemn Muotict

farm's lnath eonrect)
(mrm's length contract)
s length contract)



GAS VALUATION EXAMPLE

Example #4.- Affiliate disposes of the gas under an exchange agreement with Amoco.

This cachange agrocmant does not represent an arm’s length sale.

Price Identification and Comparison:
1)  Non-aon's Length Contract Price

FOCC produced gas from H.L Block 571 in December 1590 and sold it to FNGC for
$1.98/MMBtu. The folilowing sourcé documents identify the non-arm’s length price

| | o W Assmmeresn Dietres
areldRs iy

index roce
NGPL - Texas (Gulf Coast Line) ~ $2.12
TRANSCO - Station 45 (Lone Z)  32.12

Tenn. Gas Pipeline - Offshore 5225
Total 36,49 diviqea oy 3 = 2.6
Less location differential -8

'L

wJ
co

FOCC/FNGC Contract Price for H.L. Biock 571

) Q:h:r_nmﬂﬁm_cnnmﬂdm

Price comparison between FOCC non-arms’ length price and arm’s length prices for other
producers in the FLI Block 571 Field. The Field congists of ¥ produce:s and J Federal
leases; (i) #054-0002391-0; (i) #054-0002392-0; (iii) #054-0002393-0. The major

portion analysis for H.1. Block 571 Field for December 199U identifies tie iviiuwiug

prices:
a. Lowest arm's length price = $2.155/MMBtu
(CNG Producing Company)
Yaluation:
: Davalty ic haced on value determined under the benchmarks identified at JoCFR

206.152(c) for non-arm’s length contracts. The major portion analysis for H.1. Block 571
Ficld applies the first benchmark to FOCC's non-arm's length price of $1.98/MMBuw.

The analysis shows FOCC's non-arm'’s length price is not equivalent to arm's length prices
for gas producsd from the same field Therefore benchmark | does not establish value.

. Valis is cstablishad under benchmark 2 The second benchmark establishes value based
on other relevant information, including gross proceeds accruing under arm’s length
coniracts for like quality gas produced from the same field. The lowest arm's length price
for gas produced from H.1. Block 571 Field for December 1990 was §2,155/MMBtu.

. FOCC paid royalties based on the non-arm’s length price of $1.98/MMBru. Therefore,
FOCC unde paid ruyaiiics v the gas produssd and cold fram H T Rlack 5§71 in December

1990 by $.18/MMBtu (52.16 - $1.98).



AFFILIATE SALES
COAL



NON-ARM’S-LENGTH
REGULATIONS ALLOW LESSEE TO
DETERMINE ITS CWN NON-A/L VALUE
VALUATION CRITERIA MUST BE APPLIED
SEQUENTIALLY -
VALUE IS NEVER BASED ON LESS THAN
THE GROSS PROCEEDS

VALUE IS ALWAYS BASED ON COAL IN
MARKETABLE CONDITION




NON-ARM’S-LENGTH
» Criterion 1. Gross proceeds accruing under the
contract are acceptable 11 :
- The NAL contract 1s comparable to A/L
contracts
- Parties to the A/L contracts are not related to
the Lessee.




NON-A/L VALUATION
Criterion 2. The price accepted or approved
by the public utility commission for
inclusion in the rates charged to electric
power customers.

Criterion 3. Price of del'vered coal
reported to the Department of Energy,
Energy Information Administration.

FERC Form 423 or Form No. 1
Used by electric power cooperatives



Non A/L Valuation

» Criterion 4. Determine value taking into
account other relevant mattars including
circumstances unique to the mine.

» Use of arrn’s-length contracts that lessee is
a party to, market information, cost of
mining, etc.

* Valuation procedure usecl most often.



NON A/L. VALUATION

 CRITERION 5. Use a net-back method or
any other reasonable method.

« Subtract from ultimate sale any costs
incurred or value added to arnve at a f.0.b.
mire price.

* Valuation procedure of last resort.
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